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indirect cost pools for purposes of allo-
cation to any covered Government con-
tract. The educational institution’s 
Disclosure Statement must be amended 
for the proposed changes in accounting 
practices. 

(2) An educational institution nor-
mally allocates purchasing activity 
costs indirectly and allocates this cost 
to instruction and research on the 
basis of modified total costs. A pro-
posal for a new contract requires a dis-
proportionate amount of subcontract 
administration to be performed by the 
purchasing activity. The educational 
institution prefers to continue to allo-
cate purchasing activity costs indi-
rectly. In order to equitably allocate 
the total purchasing activity costs, the 
educational institution may use a 
method for allocating all such costs 
which would provide an equitable dis-
tribution to all applicable indirect cost 
pools. For example, the institution 
may use the number of transactions 
processed rather than its former allo-
cation base of modified total costs. The 
educational institution’s Disclosure 
Statement must be amended for the 
proposed changes in accounting prac-
tices. 

(b) Illustrations of costs which are 
not incurred for the same purpose: 

(1) An educational institution nor-
mally allocates special test equipment 
costs directly to contracts. The costs 
of general purpose test equipment are 
normally included in the indirect cost 
pool which is allocated to contracts. 
Both of these accounting practices 
were previously disclosed to the Gov-
ernment. Since both types of costs in-
volved were not incurred for the same 
purpose in accordance with the criteria 
set forth in the educational institu-
tion’s Disclosure Statement, the allo-
cation of general purpose test equip-
ment costs from the indirect cost pool 
to the contract, in addition to the di-
rectly allocated special test equipment 
costs, is not considered a violation of 
the Standard. 

(2) An educational institution pro-
poses to perform a contract which will 
require three firemen on 24-hour duty 
at a fixed-post to provide protection 
against damage to highly inflammable 
materials used on the contract. The 
educational institution presently has a 

firefighting force of 10 employees for 
general protection of its facilities. The 
educational institution’s costs for 
these latter firemen are treated as in-
direct costs and allocated to all con-
tracts; however, it wants to allocate 
the three fixed-post firemen directly to 
the particular contract requiring them 
and also allocate a portion of the cost 
of the general firefighting force to the 
same contract. The institution may do 
so but only on condition that its dis-
closed practices indicate that the costs 
of the separate classes of firemen serve 
different purposes and that it is the in-
stitution’s practice to allocate the gen-
eral firefighting force indirectly and to 
allocate fixed-post firemen directly. 

9905.502–61 Interpretation. 

(a) 9905.502, Cost Accounting Stand-
ard—Consistency in Allocating Costs 
Incurred for the Same Purpose by Edu-
cational Institutions, provides, in 
9905.502–40, that ‘‘* * * no final cost ob-
jective shall have allocated to it as a 
direct cost any cost, if other costs in-
curred for the same purpose, in like 
circumstances, have been included in 
any indirect cost pool to be allocated 
to that or any other final cost objec-
tive.’’ 

(b) This interpretation deals with the 
way 9905.502 applies to the treatment of 
costs incurred in preparing, submit-
ting, and supporting proposals. In es-
sence, it is addressed to whether or 
not, under the Standard, all such costs 
are incurred for the same purpose, in 
like circumstances. 

(c) Under 9905.502, costs incurred in 
preparing, submitting, and supporting 
proposals pursuant to a specific re-
quirement of an existing contract are 
considered to have been incurred in dif-
ferent circumstances from the cir-
cumstances under which costs are in-
curred in preparing proposals which do 
not result from such a specific require-
ment. The circumstances are different 
because the costs of preparing pro-
posals specifically required by the pro-
visions of an existing contract relate 
only to that contract while other pro-
posal costs relate to all work of the 
educational institution. 

(d) This interpretation does not pre-
clude the allocation, as indirect costs, 
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of costs incurred in preparing all pro-
posals. The cost accounting practices 
used by the educational institution, 
however, must be followed consistently 
and the method used to reallocate such 
costs, of course, must provide an equi-
table distribution to all final cost ob-
jectives. 

9905.502–62 Exemption. 

None for this Standard. 

9905.502–63 Effective date. 

This Standard is effective as of Janu-
ary 9, 1995. 

9905.505 Accounting for unallowable 
costs—Educational institutions. 

9905.505–10 [Reserved] 

9905.505–20 Purpose. 

(a)(1) The purpose of this Cost Ac-
counting Standard is to facilitate the 
negotiation, audit, administration and 
settlement of contracts by establishing 
guidelines covering: 

(i) Identification of costs specifically 
described as unallowable, at the time 
such costs first become defined or au-
thoritatively designated as unallow-
able, and 

(ii) The cost accounting treatment to 
be accorded such identified unallow-
able costs in order to promote the con-
sistent application of sound cost ac-
counting principles covering all in-
curred costs. 

(2) The Standard is predicated on the 
proposition that costs incurred in car-
rying on the activities of an edu-
cational institution—regardless of the 
allowability of such costs under Gov-
ernment contracts—are allocable to 
the cost objectives with which they are 
identified on the basis of their bene-
ficial or causal relationships. 

(b) This Standard does not govern the 
allowability of costs. This is a function 
of the appropriate procurement or re-
viewing authority. 

9905.505–30 Definitions. 

(a) The following are definitions of 
terms which are prominent in this 
Standard. Other terms defined else-
where in this chapter 99 shall have the 
meanings ascribed to them in those 

definitions unless paragraph (b) of this 
subsection requires otherwise. 

(1) Directly associated cost means any 
cost which is generated solely as a re-
sult of the incurrence of another cost, 
and which would not have been in-
curred had the other cost not been in-
curred. 

(2) Expressly unallowable cost means a 
particular item or type of cost which, 
under the express provisions of an ap-
plicable law, regulation, or contract, is 
specifically named and stated to be un-
allowable. 

(3) Indirect cost means any cost not 
directly identified with a single final 
cost objective, but identified with two 
or more final cost objectives or with at 
least one intermediate cost objective. 

(4) Unallowable cost means any cost 
which, under the provisions of any per-
tinent law, regulation, or contract, 
cannot be included in prices, cost reim-
bursements, or settlements under a 
Government contract to which it is al-
locable. 

(b) The following modifications of 
terms defined elsewhere in this chapter 
99 are applicable to this Standard: 
None. 

9905.505–40 Fundamental require-
ment. 

(a) Costs expressly unallowable or 
mutually agreed to be unallowable, in-
cluding costs mutually agreed to be un-
allowable directly associated costs, 
shall be identified and excluded from 
any billing, claim, or proposal applica-
ble to a Government contract. 

(b) Costs which specifically become 
designated as unallowable as a result of 
a written decision furnished by a con-
tracting officer pursuant to contract 
disputes procedures shall be identified 
if included in or used in the computa-
tion of any billing, claim, or proposal 
applicable to a Government contract. 
This identification requirement applies 
also to any costs incurred for the same 
purpose under like circumstances as 
the costs specifically identified as un-
allowable under either this paragraph 
or paragraph (a) of this subsection. 

(c) Costs which, in a contracting offi-
cer’s written decision furnished pursu-
ant to contract disputes procedures, 
are designated as unallowable directly 
associated costs of unallowable costs 
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